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arily be recognized by the Chinsse as a cesture 

# US action vould be interpreted ag dnepired only 
p i £20 vor the China trade. Nonetheless, Sines in tine 
é ce wild ‘bo greece ‘ay eee weed of Torcign capliel, eventual extension of TS 
easigtances jn the fora oc public or private credit might be of cane effect 
in cestriiu: Communist acewieseence in Western Sree: 
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LL. General Considerations. . 
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Any economic moves directed by the US arainsy Comr-oniss Ching 
would presunably be part ef the general US effort to restric’ the 
varenmaking votential of the USSR, In the foreseeable future, 
however. G nina’s wanudnts role in adding to Soviet strength would be 
limited to such strategic naterials as it could itself furnish te 
the USSR, and those that it could obtain elsewhere for transshionent 
te Soviet=-dominated areas, In determining the cousecuences of any 
particular modes of actinn that might be adopted with resnect to 

Com unist China, a major consideration is the extent of canpevation 


with the US that can be eee fron alte native noneCommuni st 


sorress of supply for <ssential goods, services, ond credit. Snueh 
cooper: tion would probably be pe to gain, essecially fron stich 
neighboring Asiatic powers as India whose attitude tovard the new 
Chinese government does not necessarily parallel that of the uS, : 
and unssibly from the UK whose cesive for trade with the nev China 
jas been neanifested on several occasions, fo the extent that these 
or other non-Conrnnist ‘ceuntrles -ight svonly cenmodities and services 
that China would otherwise obtain from the US, the United States might 
reap all the disadvantages of a restrictive nolicy and obtain none 

of the .dvantages, China can, of course; obtain needed materials 


from the USSR and the Saviet pram, but not.as of as ioe oe 
in adequate quencity or mani to meet most of China's requirements. 


4. further consideration in determining the consequences of 
pertioular actions in the field of trade and sommerce results from 
the distinction detween the sconemic needs of agrarian and urban 
China. Agrarien China, selfesufficient at 2 low Level of economic 
activity, will be comparatively little affected by externcl esonamic 
‘iz¥luenses that might be brought to bear by the Western Powers, Sixes _ 
agriculture 1a the teais of the county y's econony, the Chinese Comme 
nist can probably ‘Survive the extended appl deo. tion of external ecigpes 
nomic pressurete 


rh 


The commercial and industrial ecomomy of the cities, howsTet, 
is ves sponsive te external econonie influences, while the avowed 
InZerests ot the Conivinists ‘in sronoting f dinoint ast deveboniient 
render then vulnerable te mea aSUrEes’ which ndght deny  aeas'ss, to 
oressing indus. trial ‘yequiren rents, Raliro pad potting BCL, moter 

tLes, nining nachinery A ‘elec ric pow er oenere sors, and ‘other - 
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2. Possible US Courses of Aotion. 
cay 


It is assumed that 0S economic courses of action taken with resposs 

‘to China will be aimed either at impedin the progress of bad Chinese 

Gonmumist regime or at ultimately aligning ib with the Vestern Pawar’ 
often, however, actions aimed at olther objective may oe “te be 7 asically 
similar, with their effect in one direction or the other “dopostont one it 
a change of f emphasis. Thus, a flexible program of export centrals could 
be aimed, on the one hand, at inhibiting, or om the cther at permitting | 
progress toward the reconstruction and development of China's sconcny, 
Further a course of action designed to impair the Chinese economy could, 
in the event of China's disillusionment with the SSR, by forcing China 
ante couplets economic dependence on the SR, result in effective recrisnia~ 
tion, 


a 


iad 


a. Actions Aimed st Imeding the Proeress of he! ininese Comusist 5 





in considering exch of the following possible courses of action, 
the economic and political consequences of the action will be discussed 
first and the problem of feasibilit ty last. 


(1)  Somplete Embargo of US Trade with Chine. 


(a) Sconomic consegu-nces, In the postuar period, about: 
half of Ghina's import trade and more than one-fifth of its export trade 
has been with the us, L/ A complete embargo of US trade with Chins, there- 
fore, would be at least partially damaging to China's efforts at 
economic reconstruction. , 


(>) Political consequences. In the short run, the major 
political conseduence ees a complete embargo would be te reinforce 


Communist China's pro-82 oviel orientation. Im addition, such an action 
would lend substance to the Chingse Gommunist charge tha % the US isa the 


"bitter enemy of the Chinese peopic." 


LAareo ecuid ha 


(c) Feasibility, UDomesticaliy, such an 
LY would cover 


en 
authorized by act of Congress or by Executive Ordere ahich 
such fields as fund-freesing and the helting of exporty through a tight 
C nina trade constitutes only. 

he 


By 


administration of aaenely controls, Since G 
some 2 percent of total US foreign commerce, the acbion nould not be 
seriously damaging tc ihe Gomestig economy. fo be etfectiva, howcver, 
such an embargo would require actives cooperation on the part of other non- 
Communists nations whic sh are alternative supril to and buyers from the 


a 


Lisrs 
Chinese market, Ib is estimated (see (3) below) that such coopsration 


tat 
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in the period prior to norld War It, by gomparisen, the 05 supplied approxi- 
mutate £ Od mit. q Sperm, yy arid ay ‘- Ye ny . i) fe 8 > e Teed on 
mately one-fifth of Chinals imports and took one-fourth of ite aexpoerts, Tis 
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was 6 proportion nigher than that of any other singis countey 
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would probably be is uted to trade in war materials. Last, a compl ate 
mibarco is an action not greater severity than any presently arplied by the 
UE to the USSH and a step that is usually resorted te only in a situats on 


ick short of war. 


dey, 
we 





(2) Application of Export Comtrols on US Shipments to China. 


(a) Econoy ig consequences. Export controls would be mosi 
effective in relation to those eormodities for which the US and US-cceupLed 
redag are prince ipal sources of supnoly. 


Goods now subject to export controls include many items 
of achinery and equipment which the Communists might require for economic 
reconstruction and development. (i terms of current Chinese needs, ecntrols 





over SReet weuld-bo-at least ak. 
rai bees those commodities needed to satis fy non-deferable continuing 


dustrial requirements, such as cotton and p etroleum, rath te oti teant aa/ 
aes Coriticobe) 20rd! ron) — BeeseWWAneg Alina Of vvclentLic gd i , mpenfinsest | 
The Ghinesé Communists’ mest important non-daferable 

industrial requirement in 1950 will be raw eotton, To maintain even half- 

capacity operation of the coastal cotton mills, China will have to. import 

over a half~million bales of cotton in 195C, Tnterdiction of China's 

foreign sources of raw cotton would cut deeply into the operation of 

China‘’s mest important manufacturing ancustey and present the Conrunists 

with a major unemployment problem in key urban areas. Since the other 

eobton-exporting countries of the ¥ aorld have generaliy committed most o 

their surpluses for 1950, China's prospects for importing cotLon, excep 

from the US, are linited. 


omy 


(i-A) item, effective cooperation on netroleum’ ‘shipments can be expected 
from other major non-Coumunist sources, 


Tne interdiction of China’s supply of petroleum would 
significantly reduce the current cperating capacity of that country's 
industry and transportation, Althourh petrolewn is not a "high strategic” 

ip 


(vo) Political consequences. A bight US export control 
program, supported by otner non-Gormnist powers, would compel China to 
seek the machincry and equipment required for economic reconstruction 
and development from the Soviet bloc, Over the long run, such controls 
might serve to impair Sino-Sovieb relations, as the Chinese became in- 
evsasingly dissillusioned over the quality and quanbity of imports fron 
the USSR.S 








Scie 
There are indications that the Chinese are already dissabis*ied with 
Soviet deliveriss of gasoline and sachinery, 
oe eee 
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Within Ohina, the major politic 


mud ee to increase the urban popullatica 
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c regime, Soma of the sarly snbhn 

She ate is alraady bei Ung dampened as interd 

Nationalist blockade brings unemployment 

labor and production prs eee ms es Chinese, as well as foreipzn,pisinessmen 
izocyt, controls, partic volarly iirected at such nom-deferabloe Ftema as 
cotton, would prolong unsatisfactory economic conditions in urban areas. 


Although an export control program, Like a trede embargy, 
would make the Communists! anti-US propaganda more convincing, A control 
program would permit a better 05 counter~propaganda case, On the strength 


of the Gormmnists’ om claing, the.US would be treating the Chinese Com~ 


minkss reglne ag a weber of ths Soviet bloc, and amr reapeiucibl 
US exsort controls on shinmenmts to China would therefore davyolve on the 


th at 


Chinese Goverment . 


(ec) Feasibility. The experience and administrative organisation 
developed by the US in diecensing exnorts to the USSR and sateLlite 
countries would facilitete the task of organiaging an par contral 

rogram directed at Communist China. Although prior decisions are re- 
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wibility for 


quired re eee the number of items to bo Licensed and the quentities of 
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selected commodities to be rermitted for “normal! on Smininon oiviljan 
requireme ats; no diffLloulty anticipated witch teas aH any nepal 
the administrative feasibili - @i EXport control prograr,. In embarking 


on such a program in, hawever, ould expeet maz i ffLzet only te 
the extent that other county 
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(3). Inauguration of Shee Metione See oe ‘Reration of 
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(a) _fsone iomis so ons sa oe 
Sommmist nations in the 





IGES e _ Gcoperati on on the 








none ebion of goods and services nee 
the. Chinese Communists fo ction and development veich are not 
available from the Soviets b seriously inhibit both Ss 
econorie recovery and ite oward industriel laatian 


tb Political sonsac quences, Ag in the cases oe: 
or export eontral, ¢ sueh B eooperation “would vainforee Communi: 


a 
Soviel orientation, Further, such soonsration would b 
C Banda charges” 88 am allisnee of the entire &umr: 


Sy ons 2. a o tops 
world dy an antieChinase bloc, 





ass 
8 het, a he ap, ~ on 
perience thus age istenny zh the oark 
: test ‘ ie vee? PY eek td pay oe F pel soe aloo 
none-Gommunist mations in the. Levlemen tation of Light contra:s over zoads 


ee DY Led 


UNCLASSIFIED ste 





UNCLA EB rep 


services, Or or be diifieuLs Lf not imosgibia 
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. h ecopsration were inconsistent with ‘tke 
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rolfeinterasss of these camiries, US scourity objectives of at Len: % equal 
importance claeuhere iu the verld, usuwld prebatly ke Jeopasdived. — 
{4} Bisscurere frevican Fise Shinning fron Gelling 2% Chinese 
Ports. 
(2) Eoonor se 20D eouensee > Since exsontiel inporta into 
the fiabiizty of JImezicamflaz vesacls. 
? the 2 US shincine would be 
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fective, therefore, a shivping embarsoe would 


fo be 


a 
paduive the enoperation of ether maritime nations. 


{b) Bolden, gonseqancsa. A US shipping embargo would 
epeiye the US of ootever | prestige might accrue Prom US vessela appear 
ing in Chinese ports end would farnish the Gommmist regime with a nrope- 

onde weapon for the intensification of anbi-2E sex’ pines « Since a US 
(mlengo w would have 1ittle positive effect on Chinats Srading position and 
an effective embargo would require antive cooperation by o shee ard tine 
powers, & direct consequence cf this sonrse of action might be disorimi~ 
nation against US shipping intercata, 


= 


ite 


{co} Feasibidity., A US shipping embargo against Chine» eae 
sdninistratively possible » would be logically undertaken as pert of 
general US trade embargo (see “1” above) and the feasibility of aici a 
course of action is dictated by the same considerations which apply to the 
feasioililtiy of that scourge of ection: 


(5) Di courage US Airline Contacts with China. 


(a) Esonomie consequences. Tuo types of airline operations 
are relevant to this discussion: (1) US international airl ines y Such as 
Northwest and Pan American, and (2) . 0 private interests in Chinese 
domestic airways. US restrictions on international aisline service to 
China would have negligible economic consequences for the Chinese Commmisis, 
_ China's limited requirenents for such international transportation facilities 
could lergely ba met by Soviet blec and nonm-Ccummist airlines. Among the 
latter are British Commonveslth, French, Dwich, Philippine, and Norveeses 
airline services in the Far Bast. 


While the Chinese Communist regime undoubtedly would 
benefit by having addition domestic sir transport Faoiliti Zee y it is 
estinated that the equipment and trained rersonnel now available are | 
adequate to meet present Chinese requirenents > 


RY, Although one-third of the tonnage entering and clearing the port of 
. Shanghai in 1948 was of US registry, a sizeable proportion of the froight | 
carried by these ships was BOA cargo. : 
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(b) Political consequences. The political and, in this 
ease, military cons sues BS oF Ua" discouragenarnt of airlines negutbiae 
tions with Gommmist one are more significans in terre of US sacuri oy 
interests then are the economic consequences. Militarily, failure te 
discourage US airline acti¢ ities could mean an addition to the Olinese 


ote hy he 4 


ot 
ao 
ig 


Communist sir potential, as a result of US assist 
air and communication facilities and the training ‘of ae and ground 
personnel. ee LAG tically, however, 26 could he. te the ultimate dis 
adyantape of the US if the whole organization of Ghinese airways were 
leit to Ses or other exploitation =- a development whieh would be 
the probable consequence of official discouragement of US aviation 
interests in negotiations with Communist Chine. 


Qin maintaining 


{c) Feasibility, The US has diract control over US 
international airlines and there would thus be no problem in prevent 
ing US airline service to China, Although the US has no direct sone- 
trol ovsr US Interasts in Chinese domestic airways, the US mighh 
{1) prevent, by immediate preemptive action, additional Chinese air= 
eraft of parbial US omnership from defecting to the Communist regime, 
and (2) hindar, through export controls, the extensive development of 
CGhiness domestic aviation. ; 


(6) Withhold 411 Grodits, Official and Private, from China. 


{a) Economic consequences. The eccnomic consequences 
of denying US cred ts to China would be slight during 1950, The demand 
for short-term eredits in the immediate future will not be Large and 
can ba met by the Soviet blee or non-Commmist countries. Neverthe- 
less, limiting China's accesa te dollar exchange might have some un- 
favorable effect on China's commerce by directing it tcward relatively 
disadvantagacus trade by barter. China’s industries, primarily the : 
textile industry, whose operations depend on imports of raw materials, 
would @lso gaffer from @ Tack of dollar exchenge. 


Chine will no?’need Longeterm credits in substanhial 
amounts unbil ths Communists are prepared to embark on their pienned 
economic development program, scheduled to begin in 1952, China's — 
requirenents for eredita at that time probably Will bs greater than 
the Soviet blec will be able or willing to mset, and this fact could 
enhance the bargaining position of tha US. 


{b) Political SONSSQUEHCES » The refusal of US posiness= 
men and banks to arrange short-term toans to finance imports into China 
may aggravates Sino-S rela ations, aml resulh in the further withdrawal 

of US interests from ae Further ,» the Chinese Communists could be 
expected to clain bts & US iene in withholding Import-Tinencing credits 
ag tha reason Yor ir eaciad OCox ol oe BSEOEP a “the porte ty oe 
of withholding US offieds : 
probably bs emali, ainee the vossi 
been publicly discounted by the a ENT ae 


> B a 





ie ace sivility. The US ia in no way commiti»d to extend 

unis China, os the Communist regime nes stated that it 

& ¢ expect credits from the US. Is is clear that the 
esion 


te acne Longeteis prayers. 
bis time, since private invesime 
agen and ecoromie conditions o 
sible, however, to prevent the Chinese 
artain short-term credits, especially thase 
customes wil © transactions, since the continued opera= 
tion of US firws. ant banke In China may depend on thyir ability to 
finance imports on behalf of the Commmist Govermument. A US policy 
of withholding long-term ore 
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dits in the future, however, would not 
significantly inhibit China's economic development unless the soopera- 
tien of such possible alternative sources of credit as the UK, Belgium, 
and Switzerland could be secured. . ; 


{7} Encourage 411 US Citizens to Withdraw from China. 


rn Shenber hy of ESM 








{a) Economic © GONSSMeNnCeS . Ewen if the US could success= 
fully withdraw all “Nmericans from China, the sconemic consequences to 
the Chinese Comminista would ba slight. Only in exceptional cases 
would it be Impossible to replace US citizens’ professional and 


managerial services Bith those of other nationalities. 


{b} Political COnBaCUEnESS: Phe withdrawal of US citizens 
2 woulid deprive “fhe US of a means for the possible counter 
: “anti-US an sees and a USERS of preserving US prestige. 
fusal of reluctance of mary Us* citizens to leave China despite 
ficial. US crccauseawoute, of sourse, diminish the prestige of the 
Govexmment and would be exploited by Chinese propaganda. 
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as ibility. The only means at the disposal of 

reaus Sine the number ef private Americans in 

are ys of ficial requests that US citigseng leave, and (2) re= 
to provide passports velid for China. Thus.far,; official 

wests have had little effect, as evidenced by the relatively 

mo 

oe 


as 
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zicans whe took advantays of special evacuation facilities pro~ 
September L949, By requiring all foreigners to have "Exit 
Permits" before leaving Shina, moreover, Gommanists could exert cone 


sider able pressure to prevent the departure of any American per- 
forming a function useful to the regims, Although US refusal to 
issue passports valid for Gi ina would have Little fuesdiate effect, 
this appears to be the only official action the US ec ia take te 
reduce the numbar of 4mericans in China over the long ren. 
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», &ebions Taken to Aliga the Chinese Cormunist Rerive with bo: 
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¢ (i) Enequragenent of Trede with Ching, 
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{a) Economie coi gounscuences. x 
sontrols over some nomdeferable c commodities required by 5 she ¢ Chinese inte 
custr jal economy my Ciminish with the passage of tim 20 oft Thus, bargaining 

wer acoruing to the US through such exnart controls nay prove of Jamited 
feeation, The US, nonetheless, might maintain considerable J etigiae4 i 
offeriag to relax comtrola on such noterecurring items as steel 
Leeczotives, railway beldging, coaletrindug machinery. POVUST 
and rep rahop equipment on 2 cudd pro avo besis, since these Liens gould 


ontribute signiflesmtly to the Comat: program of econonie develommeant. 








ee 


, Ea conjunction with a poliey of relaxing exports aonmtrala, 
the US could adept parallel measures te allow an expansion ef dapania trade 
with Chine, which, because of the conplenentary gharacter of the Chiusre 
JEDARGIS SOOOELEE, would offer 5: apressEye seonomie advantages to thes Chinege 


itmmmisin as well as to the Japanase, </ 


&} faut ibicel consequences. Relaxation of US extort senirole 


2 NPN IED D hiy 1 tat 
Poy «% m caw ILL oy wre sone oe ot uae ot jae ele we 
“wceld prove dneife oe) a8 & means of reaLig ning the Chinese Comminists at 
ne, ree hate 4a eyneley eB ae, he abe. £ ards oe 2 me earett 
urgdens, since Co commun: wnieh propaganda holds Yaa i sapltaliats neve Al Qyare 
fat) Fi 
ange 


riding interest in a aeecaene: pro ofits by meiwiaining the China trade, This 
VLeu hat tae TS 25 use imberested in commerce Letween the tvo cowrlries 
shan is brine, would be reinforced by any hasty US encouragement of tirade. 


a 


£ the velaxation of rade controls can he at all effective 


Re 


in realigning the Chinese Communists, 1 % will only be after a dsnonstrakion 
shat the US Is mol compelled to trade with Ghine in order to preserrs 
“Aneriean profits." Whea the Chinese Commnists becomes disillueioned with 
deliveries Irom Soviet sources, the relazetien of US somtecle may be more 
yeadliy accepted as a token of friendship fer the Chinese peovle rather than 
ag a manifestation of US "profiteering ,t 


{c} Feasibility. No serious adm inletwetive difficulties would 
deen measures tos naourege trade with Ghina unfeasible. Ginece sush & pease 
ould te inplemente : les & more libsral, review of Bi ena tions Zor export 
i senses rather than by the comlete abolition of export contcolle, the new 
policy, by and Tar. = Ss Tonle require contimmeation of already existing precedurc 
ad the present te veal. serubiny of such impertant determinants aa the Veni} 


it 
use” of items destined for export to Chins. 
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With weference to raw cotton, for sxamelc cotten hervests 
Rey prove more fsvorable than the harvest of 1949. 

Sf The Japanese market representa the only feasible and significant owtlet 
for such Chines exports as cool, salt, and iron ore, In addition, Chir 
must Look te Japan as the choapes$ sorrce of & large proportion of its 
mamriastaped ¢ ey aaa 

=m oO wt 
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. fa 
Commmtats for SETS earns their trade with the Us, rather then service a 
of imerlean«-flag vessels per se prohably wevid prove re Ficanve 
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{ob} Politics) sorsesquences, The movement of Amer Leann Slag 
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will be extremely short of dollars for many yeara. Any measures 
“he 18 could increase China's earnings ov supply of foreign exchange, there- 
fore, would be of mterial assistance, .ilthough short-term eredites ars 
available from such countries as the UK, Belgium, and Switcerland, 
gyallability of longeterm US Goverment or private eredit may be vital to 
the guccege of China's frture program for sconomic development, , 





(b} Poltties] sonseqiences, The granting of US Governmen’? 
sendits to China at this tine probably would constrain the Gommmiste te 
moderate their virulent anti-US propagands. Such a tactiesl shift, bkowe 
eter, would not reflect any genuine change in the Chinese Communists! paras 
Soviet and anti-US orientation, Indeed, the extension of 15 credits to China 
in the immsdiete future might serve to néenferce Sino-Soviet “friendship,” 
since such action would lessen the economia diffleulties which threaten that 
friendship. If the Chinese Comminists were constantly tantalised by the - 
peassibility of obtaining U8 eredita, however, such a prospeah —- combined 
with disillusion over the wavailebility of Soviet eredits = might consti~ 
tute & significant pressure for realignment at soma future dates 
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The second measure whereby the US eculd assist Chine ia 
building up foreign exchange holdings would be the easing of tariff admini-~ 
stration on Chinese imports. Ab present no unditly harsh administrative com 
trola are imposed by the U5 on imports from Chine, However, any ciseriminatory: 
device thaé might be imposed in the inplementetion of a harsh ssormemic policy 
feog. oversvaluation of imports for duty assessment) covld, ef course, be 
eased a% auy tine, in the event of an overuell shift in the US approach ‘te the 
Chinese Commmista. 
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PARTIAL TRANSCRIPTION FOLLOWS 


ESTIMATED CONSEQUENCES OF POSSIBLE U.S. COURSES OF 
ECONOMIC ACTION WITH RESPECT TO CHINA 


SUMMARY 


Although China is basically agricultural and relatively self sufficient 
the commercial and industrial economy of the urban areas is responsive to 
external economic influences. In addition, the ambitious program of eco- 
nomic development which the Communists hope to launch in the near future will 
make them vulnerable to measures which would deny access to essential items 
of both a continuing and non-recurring nature. 


Assuming that ultimate U.S. objectives with respect to China must in- 
volve either a degree of economic coercion inhibiting China’s ability to 
reconstruct and develop its economy; or a course of action aimed ultimately 
at alignment of China as a Western ally, certain courses of action might 
be applicable. On the side of coercion, the most feasible and effective 
would probably be a system of export controls which would primarily represent 
an extension of the system now employed to retard development of the Soviet 
war potential. Such controls would become applicable to China, as a pre- 
sumptive ally of the USSR to the extent that China would (a) itself be 
[illegible] [illegible] as a Soviet ally, and (b) be in position to transship strategic 
materials to the USSR. Hence, the present restrictions placed upon the 
USSR and its Euopean satellites would generally apply to China, [illegible] 
restriction against such commodities as cotton and petroleum which are im- 
portant continuing requirements of China’s urban economies. The effective- 
ness of such controls would be in large measure dependent on the cooperation 
of other non-Communist nations in observing them. To the extent that they 
enabled commodities and services restricted by the U.S. to be made available 
to China, the U.S. might derive none of the benefits but all of the disadvantages 
inherent in a restrictive economic policy. 


Certain other methods primarily aimed at coercion, such as an embargo, 
discouragement of American-flag shipping and U.S. airline contacts with China, 
or withdrawal of U.S. citizens, present difficulties which make them ?most im- 
practical in application to the problem. 


Actions primarily aimed at the eventual alignment of China as a Western 
ally would, to a considerable extent, be the reverse of those discussed above. 
On the theory, for example, that ultimate Sino-U.S. friendship and the ultimate 
economic dependence of China on the U.S. would best be encouraged through un- 
inhibited trade, restrictions might be relaxed and goods not of immediate 
strategic importance to the USSR might be freely sent to China. Such a policy 


however, would not necessarily be recognized by the Chinese as a gesture 
of friendship, because the U.S. action would be interpreted as inspired only 
by profits to be derived from the Chnia trade. Nonetheless, since in time 
China will be greatly in need of foreign capital, eventual extension of U.S. 
assistance in the form of public or private credit might be of some effect 

in securing Communist acquiescence in Western objectives. 


